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GRAPHIC OUTLINE OF THE IAS COURSE
To prepare each student for his specific vocational objective, IAS offers an
elective program covering a wide range of accounting and allied subjects.
A thorough foundation in Accounting Elements and General Accounting is acquired
through completion of the first 40 assignments. The student then selects from the elec
tives* shown on the chart those leading to his immediate job-objective.

*An elective consists of 10,20, or 30 comprehensive study assignments, as indicated by the length ofthe bar on the chart.

Thus the IAS elective program enables the student to progress directly to his specific goal.
Then, through the Life Scholarship Privilege earned by each Diploma Course (90 assign
ments) Graduate, the IAS student can broaden his knowledge of accounting and manage
ment through study of any, or all, of the other electives, at no additional cost.

The 50th Anniversary Edition of the school’s catalogue will be sent free upon your
request. Just send a postcard or letter to the Secretary, IAS, at the address below.

INTERNATIONAL ACCOUNTANTS SOCIETY, INC.
A Correspondence
School
1903
Since
209 WEST JACKSON BOULEVARD • CHICAGO 6, ILLINOIS

1903 — Fifty Years of Progress in Accounting Training—1953
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EDITORIAL
AWSCPA—ASWA JOINT ANNUAL
MEETING

AWSCPA

In this issue we bring you as close as
possible to shaking hands with the new
officers and directors of the American
Woman’s Society of Certified Public Ac
countants. Pictures of the officers are on
pages 8 and 9. It is a pleasure to welcome
them here, to tell you a little of their back
ground, and to wish them a happy and fruit
ful term of office. They are:
President: Rosemary Hoban, of Detroit,
Michigan, who is further introduced on
page 8, and also has a message for you there.
First Vice-President: Elinor Hill, of Pas
saic, New Jersey, has served AWSCPA as
director, secretary, and second vice-presi
dent successively since 1950. She also
served ASWA as national secretary in 19491950, and is a past president of its New
York Chapter. A graduate, magna cum
laude, of Rutgers University, Miss Hill is
a partner in the public accounting firm of
H. B. Richardson & Co.
Second Vice-President: Corinne Childs,
of Tulsa, Oklahoma, has served AWSCPA
as director and chairman of its legislative
committee during the year 1951-1952, and
as secretary during the year just closed.
She attended Baylor University, the Uni
versity of Texas, New York University,
and is an honor graduate of the Univer(Continued on page 14)

The meeting will be held at the Congress
Hotel in Chicago on October 16, 17 and 18,
1953. Following is the proposed program
for the convention:
Friday—October 16
Morning—Registration
AWSCPA — ASWA Joint Business
Meeting
Luncheon—To be followed by a Panel
Discussion
Subject: “Public Relations—Your Re
sponsibility”
Speakers: Loraine Ealand, C.P.A., Los
Angeles, Calif.; Elinor Hill, C.P.A.,
Passaic, New Jersey; Corinne Pool,
Holland, Michigan; Jackaline Ruth
erford, Des Moines, Iowa
Afternoon—AWSCPA Business Meeting
Evening—Free for Social Activities

Saturday—October 17
Morning—Committee Chairmen Meet
ings
ASWA Business Meeting
Afternoon—AWSCPA Board Meeting
ASWA Board Meeting
Evening—Reception and Banquet
Speaker: Mercedes Hurst, of Public
Relations Department of Interna
tional Harvester Company
Sunday—October 18
Morning—Chapter President’s Breakfast
Luncheon—Farewell Get-to-gether
This year marks the twentieth anniver
sary of AWSCPA and the fifteenth of
ASWA. With the passing of each year and
the growth of the organizations, new prob
lems present themselves. At this meeting
a number of issues vital to the two Socie
ties will be acted upon, and as large a rep
resentation of the membership as possible
should be present. Good fellowship is also
included in the convention planning.

• The Woman CPA is published bi-monthly
in the interest of accounting, and the progress
of women in the profession.
While all material presented is from sources
believed to be reliably correct, responsibility
can not be assumed for opinions or for inter
pretations of law expressed by contributors.
Published by
of

American Woman’s Society
Certified Public Accountants

and
American Society

of

Women Accountants

342 Madison Ave., New York 17, N. Y.
Subscription Price—$1.00 Annually

Copyright, 1953, by American Woman’s Society of Certified Public Accountants.
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AWSCPA—THE YEAR IN REVIEW
By HELEN F. McGILLICUDDY, National President, 1952-53

The Membership Committee, under the
leadership of Rosemary Hoban, had a most
successful year, and forty-seven new mem
bers were approved by the national board
of directors. Letters of congratulations
were forwarded to all women who success
fully passed the certified public account
ants’ examination in May 1952 and No
vember 1952.
The Policies and Procedures Committee,
with Elinor Hill Chairman, spent consider
able time in the preparation of a Documen
tary Record for the American Woman’s
Society of Certified Public Accountants.
This Record will be very valuable to future
officers and directors as it will contain a
documentation of our board minutes af
fecting policies and procedures of the or
ganization, together with other important
data.
Elizabeth Sterling served a second year
as Chairman of the Award Committee. She
worked closely with Lillian Boyd, Award
Committee Chairman for the American So
ciety of Women Accountants, and the final
results for this year’s award will be an
nounced at the Joint Annual Meeting.
It has long been felt that the members
of the Society would like a complete his
tory of the Society since its organization.
Mary Gildea, Chairman of the Research
Committee, has prepared a history of the
Society, and copies of it will be forwarded
to all members in the near future.
The Education Committee, under the
leadership of Mary Noel Barron, has inau
gurated a new activity, working on the pre
paration of problems for the C.P.A. exami
nation. It is anticipated that such problems
will be presented to the American Institute
of Accountants.
While the Equal Rights’ Amendment, the
main project of the Legislative Committee,
was not passed during the past administra
tive year, it is felt that much progress
has been made. Elizabeth Smelker, Chair
man of this committee, worked with Shir
ley T. Moore, Chairman of the American
Society of Women Accountants Legislative
Committee, during the year.
Marguerite Reimers, Chairman of the
Constitution and By-Laws Committee, re
viewed the constitution and by-laws of the
Society with a registered parliamentarian.

The American Woman’s Society of Cer
tified Public Accountants celebrated its
20th anniversary during the administra
tive year which ended June 30, 1953. The
Society was founded in Chicago in 1933 by
nine women certified public accountants. It
is a tribute to all members, past officers and
directors of the Society that the aims and
purposes as set forth by its founders have
always been the foundation upon which
each year’s activities were formulated and
carried out. The Society has had a continu
ous growth and its members are constantly
achieving higher recognition in the ac
counting profession.
A full report of all the committees’ work
during the 1952-1953 administrative year
will be made at the Joint Annual Meeting
to be held at the Congress Hotel in Chi
cago on October 16, 17 and 18, 1953. I sin
cerely hope that as many members as
possible will attend this meeting. The Con
vention Committee, under the leadership of
Helen Seelmayer, C.P.A., has planned a
most interesting and enjoyable program for
the members of the American Woman’s
Society of Certified Public Accountants and
the American Society of Women Account
ants. It is their hope, and mine, that this
convention will benefit every member who
attends, both in the matter of the tech
nical information which she will obtain and
in the many lasting friendships which she
will make.
Public relations is one of the major ac
tivities of our Society, and during the past
year I represented the Society at many
accounting functions including the dinner
given in honor of The Honorable T. Cole
man Andrews, Commissioner of Internal
Revenue; the 50th anniversary dinner of
the Illinois Society of Certified Public Ac
countants ; the All-Ohio meeting of the
American Society of Women Accountants;
and the Eastern Regional Conference of
the American Society of Women Account
ants. I also presented papers before various
chapters of the American Society of Women
Accountants.
The Woman CPA was very ably edited
during the past administrative year by
Alice H. Aubert, C.P.A. The circulation of
the magazine is constantly growing. Helen
Lord, C.P.A., served both Societies as Busi
ness Manager.

Entered as second-class matter December 19, 1945, at the Post Office at New York, N. Y., under the Act of March 3, 1879.
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The suggested changes are being submitted
to the board of directors and a report on
them will be made at the Annual Meeting.
The main activity of the Publicity Com
mittee, with Mary J. McCann as Chairman,
is publicity for the Joint Annual Meeting,
and the plans for this year’s meeting are
being worked out jointly with the Chair
man of Publicity for the Meeting.
Corinne Childs, Chairman of the Year
book Committee, is currently working on
the yearbook to be published in the 19531954 administrative year.
The National Convention Committee, of
which Gertrude Priester is Chairman, has
gathered information to be included in a
Convention Manual being prepared for the

use of the American Woman’s Society of
Certified Public Accountants and the Amer
ican Society of Women Accountants.
Helen Lord served as National Office Man
ager for the year, and handled the duties
of this office most efficiently.
I express my sincere appreciation to the
members, officers and directors of our So
ciety who assisted me during the past year.
It was with their cooperation that my year
as president was enjoyable. To the officers
and directors whom you have elected for
the 1953-1954 year, I pledge my continued
support and I know that under their leader
ship and guidance the aims and purposes
of our Society will be strengthened and
furthered.

WHAT'S NEW IN READING
By MARY NOEL BARRON, CPA. Carbondale, Illinois

CPA HANDBOOK, Robert L. Kane, Edi
tor. (The American Institute of Account
ants, 270 Madison Avenue, New York 16,
N. Y. Two Volumes, $27)
The CPA HANDBOOK has been pre
pared by a committee of the American In
stitute of Accountants to provide practi
tioners with a single, authoritative guide
to the efficient management of a public
accounting practice. This monumental study
has been in preparation for almost three
years. It is the first work of its kind to
analyze, digest and report current adminis
trative procedures, and methods now being
used in accounting firms throughout the
country.
Each of the 27 chapters in this hand
book has been prepared by an author se
lected for his special qualifications in a
specific area. Detailed questionnaires were
sent to hundreds of seasoned practitioners
to determine how they handled certain
problems arising in their office.
The two volumes answer such typical
questions as:
1. What systems and records are needed
in the accountant’s office? For filing?
For charges to clients? For engage
ments? For staff work?
2. What factors should be considered
when setting fees for services?
3. What are the actual steps to be fol
lowed in planning the audit?
4. What are the areas in which the ac
countant may develop consulting and
advisory services to his client?
*
*
*
*

THE RETAIL INVENTORY METHOD
AND LIFO, by Malcolm P. McNair and
Anita C. Hersum. (McGraw-Hill Book
Company, Inc., 330 West 42nd Street,
New York 36, N. Y.)
This book brings together in one volume
an exposition of retail merchandise ac
counting, proceeding from elementary re
tail arithmetic through the complexities of
inventory valuation of both Fifo and Lifo
under varying sets of circumstances; a sur
vey of the historical development both of
the retail method and of the principal retail
applications of Lifo; an explicit statement
of computations and procedures, with illus
trative forms; and a detailed examination
of problems encountered in operation under
the retail method and under Lifo.
Emphasis is on the experience of depart
ment stores and specialty stores, which in
the retail field are the principal users both
of the retail method and of Lifo. Detailed
attention is also given, however, to the mer
chandise accounting problems of retail
chain organization, particularly food chains.
For this type of organization the discussion
opens up the whole area of dollar-value ap
plications of the Lifo principle in situations
where acceptable outside price indexes are
not available.
In the Preface, the author states, “The
present period in the economic history of
the United States is one when problems of
the determination of business income and
the taxation of that income rank particu
larly high. It is, furthermore, a period when
(Continued on page 14)
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THE COURTS' INTERPRETATION OF THE
LIABILITY OF CERTIFIED PUBLIC
ACCOUNTANTS
By CORINNE CHILDS, C.P.A.
A brief summary of Miss Childs’ back
ground and accomplishments appears else
where in this issue.
Definitions of accounting, accountancy,
accountants, public accountants, and certi
fied public accountants may vary. But the
distinction has been well stated by Amer
ican Jurisprudence:
“An ‘accountant’ is one who is skilled
in, keeps, and adjusts accounts.
Throughout the history of the law ap
plicable to accounting a marked dis
tinction has been drawn between a pub
lic accountant and a certified public
accountant. A public accountant has
been defined as one who furnishes ac
counting or auditing service—as dis
tinguished from bookkeeping—on a fee
basis, per diem, or otherwise, for more
than one employer. A certified public
accountant is one who has received
from a commission, board, or proper
officer, a certificate qualifying him to
practice as a ‘certified public accoun
tant’.”1
It is well-settled that, within proper
limits, the regulation of the practice of pub
lic accounting is within the purview of the
state’s police power. While statutes of the
various states provide for the registration
and regulation of certified public accoun
tants, the extent of liability of accountants
to clients, employers, and third parties
availing themselves of the products of the
certified public accountant’s services is not
defined by statute.
Generally, accountants are subject to the
same rules of liability for negligence in the
practice of their profession as are members
of other skilled professions; and accoun
tants have been held to have incurred no
liability for any negligent errors or omis
sions to persons other than those by whom
they are employed and who rely thereon,
unless collusion or fraud be shown.
Decisions in which the courts have con
sidered the liabilities of certified public
accountants, in particular, and public ac
countants, in general, may be classified as

(1) suits between clients and certified pub
lic accountants; and (2) suits between third
parties (creditors, stockholders, surety
companies) and certified public account
ants. In spite of the statement in American
Jurisprudence supra, not all decisions indi
cate whether the litigants are certified pub
lic accountants, or public accountants, but an
attempt has been made to confine the scope
of this paper to certified public accountants
and to accountants rendering public ac
counting services.
In suits brought by clients against cer
tified public accountants, it may generally
be said that the situation is that the cer
tified public accountant has audited the
books and accounts of the client, prepared
statements therefrom, or certified to the
client’s statements, and subsequent to the
audit, embezzlements, or misappropriations,
by the client’s employees have been dis
covered, resulting in substantial losses to
the client. The problem then becomes:
Should the certified public accountant have
ascertained that the loss was likely to result
from the methods employed by his client in
handling his accounts? If so, what was the
duty of the certified public accountant to
disclose the likelihood thereof to his client?
And should the certified public accountant
have discovered at the time of his examina
tion the misappropriations, fraud, or em
bezzlements of the employee, so that, but
for the negligence of the certified public
accountant in failing to make this dis
covery, plaintiff would have suffered a
smaller loss than that actually incurred
from the misappropriations, fraud, or em
bezzlement ?
The action brought in the case of City
of East Grand Forks v. Steele,2 was one to
recover damages for breach of contract. The
complaint alleged that defendants had rep
resented themselves as expert accountants
and able to detect any irregularities in the
transactions of city officers and had re

110 Am. Jur. Certified Public Accountants,
Sec. 1.

2 City of East Grand Forks v. Steele, 121
Minn. 296, 141 NW 181 (1913).
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ported, as a result of their examination of
the accounts for the year 1908, that all
funds had been properly accounted for and
all books and accounts had been properly
kept.
The complaint further alleged that
actually the city clerk had embezzled the
sum of $1,984.26 before the first audit. It
also alleged that a second audit had been
made by defendants for the following year,
1909, and a report similar to that for 1908
had been issued, even though the city clerk
had embezzled the sum of $5,339.00 during
the year 1909. The defalcations were dis
covered by the state examiner soon after
the second audit; the surety company had
by then become bankrupt; and the city
sought to recover from the accountants
both the sums embezzled prior to 1908 and
in 1908 and 1909 as well as the amount of
compensation paid defendants for the two
audits.
The Supreme Court of Minnesota ruled
that the damages claimed were too remote
to be recovered without a showing of the
existence of special circumstances, known
to defendants, from which they ought to
have known that such losses were likely to
result from a failure to disclose the true
condition of affairs; but the court said fur
ther that the full contract price having been
paid in the belief, induced by defendant’s
report, that such report disclosed fully and
accurately the condition of the city’s ac
counts, the city was entitled to recover back
the amounts so paid upon proving that,
through the incompetence or negligence of
the defendants, the report was in sub
stance misleading and false.
To the same effect is the case of Board
of County Commissioners of Allen County
v. Baker, et al.,3 decided by the Supreme
Court of Kansas, wherein the annual county
audit had been made by a firm of licensed
municipal accountants. The Kansas court
held that public accountants who make a
contract for an audit of books are obliged
to report faithfully the facts disclosed by
their audit and to furnish that degree of
technical skill commonly exercised by those
engaged in that line of work; and where
that which is furnished as a report on their
performance of the contract is wholly or
essentially unsuitable or insufficient for the
purpose contemplated under the contract,
full recovery of the consideration paid may
be had in action for breach of contract.
The New York Supreme Court, Appellate

Division, 1st Department, considered a
similar situation in 1925 and permitted the
client to recover the amount paid for peri
odic audits during the period in which the
embezzlements occurred.4 Plaintiffs were
stock brokers and suffered losses in the
amount of approximately $1,250,000.00 dur
ing a five-year period because of manipula
tions in a margin account by the manager
of plaintiff’s commodities department, who
had been given complete authority to handle
the account through which the losses were
suffered. The New York court placed some
of the responsibility for the losses incurred
on the plaintiffs, who had relied on the
honesty of the employee and who had been
shown to have conducted their business in
a careless and negligent manner. The court
quoted from the decision In re Kingston
Mill Co. (No. 2)5, as follows:
“Auditors must not be made liable
for not tracking out ingenuous and
carefully laid schemes of fraud when
there is nothing to arouse their sus
picion, and when those frauds were
perpetrated by tried servants of the
company and are undetected for years
by the directors. So to hold would make
the position of an auditor intolerable.”
The Kingston Mill case followed that of
In re London & General Bank (1895), 2
Ch. 673.
In a dissenting opinion, Justice Clarke
argued that the contract of audit was not
one merely to discover if inadvertant cleri
cal errors had been made in bookkeeping;
but instead it was one for the protection
of the plaintiffs from their own failure to
find any error in their books of account.
He said:
“Admitting the neglect of the plain
tiffs to discover the embezzlement and
falsification of the accounts through an
examination of the books on their own
part, the defendant’s work in pursuance
of the contract, owing to the manner in
which it was performed, failed to save
plaintiffs from the consequences of
such failure and neglect, which was the
very subject of the contract.”
Similar situations have confronted the
courts when certified public accountants
have filed suit to recover for public ac
counting services rendered and the client
has filed a counter-claim for damages al
leged to have been sustained on account of
the plaintiff’s negligence.
(Continued on page 10)

3 Board of County Commissioners of Allen
County v. Baker, et al., 152 Kan. 164,
102 P. (2d) 1006, (1940).

4 Craig, et al., v. Anyon, 208 NYS 259 (1925).
5 In re Kingston Cotton Mill Co. (No. 2)
(1896), 2 Ch. Div. 279.
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ROSEMARY HOBAN, C.P.A.
Detroit, Michigan
President

Miss Hoban has served the society
as secretary from 1949 to 1951, as
second vice-president 1951-1952, and
as first vice-president 1952-1953. A
graduate of the University of Detroit
with a B.S. degree, she is on the
staff of Touche, Niven, Bailey &
Smart, Certified Public Accountants.
She is a past president of the De
troit Chapter of ASWA, as well as
a past national director of that so
ciety. She is a member of the Amer
ican Institute of Accountants, the
Michigan Society of Certified Public
Accountants, and belongs to Phi
Gamma Nu, the national profes
sional commerce sorority.

I should like to convey to each of you my sincere appre
ciation of the honor which you have accorded me in choos
ing me as your President for this year. I hope that I shall
prove worthy of that honor and that the Society may con
tinue to grow and prosper, as it has under the direction of
the capable women who have guided its destinies in the
past.
The justification for our organization lies in the fulfill
ment of the object for which it was formed—to advance
the professional interest of women certified public accoun
tants. That the number of women in the ranks of the certi
fied public accountants has continued to grow steadily, if
slowly, may be one indication that our Society is serving
its purpose. Each one of us is called upon to so serve our
profession that the road may be made a little easier for
those who follow us to achieve the professional standing
and recognition which is their goal.
Our best public relations program is one in which each
of our members by her individual effort and attitude so
impresses those with whom she comes in contact that the
esteem of all women in the profession is enhanced. The
more contact that each of us has with the many fine women
who are members of our own Society gives each of us a
greater appreciation of what can be done and inspires us
to make a greater effort in our own professional accom
plishments.
With the support of the fine officers and directors which
you have chosen for the year and with the cooperation and
loyalty of the membership, I am confident that the Society
will take another step toward its goal.
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ELINOR HILL, C.P.A.
Passaic, N.J.
First Vice-President

CORINNE CHILDS, C.P.A.,
And Attorney At Law
Tulsa, Oklahoma
Second Vice-President

ELIZABETH A. STERLING, C.P.A.
Atlanta, Georgia
Secretary

ELIZABETH SMELKER, C.P.A.
San Francisco, Calif.
Treasurer

In 1940, the Superior Court of Pennsyl
vania held, in a suit involving this problem,
that certified public accountants were not
guarantors or insurers of the correctness
of their accounts, but undertook to use such
skill, in the performance of their agreement
to render services, as reasonably prudent,
skillful accountants would use under the
circumstances.6 In the same decision, the
court found that the terms of employment
were uncertain and held that the jury could
properly ascertain whether the terms of the
auditing engagement contemplated the mak
ing of a complete detailed audit and the
furnishing of certified reports which should
have uncovered the shortage occasioned by
embezzlements of a bookkeeper, or whether
the engagement was for a limited examina
tion and a review of the client’s books with
out verification.
When the problem was considered by the
New York Supreme Court, Appellate Divi
sion, 2nd Department, in 1905, on plaintiff’s
demurrer to the counter-claim (the de
murrer being overruled), the court com
mented that where public accountants were
employed on an express agreement that they
should frequently check defendant’s cash
account in one branch of its business and
verify the items thereon, and they negli
gently and willfully failed to do so, and on
account of such failure, defendant’s cashier
was enabled to embezzle large amounts of
money, they were liable for the sums em
bezzled.7 This dictum should be compared
with the holding in Craig v. Anyon, supra,
decided twenty years later by the First
Department of the same court
The Supreme Court of Missouri decided
a case in 1945 wherein suit was brought by
the client to recover damages from the cer
tified public accountants retained by her for
alleged negligence in preparing and audit
ing books and statements made in connec
tion with her 1940 Federal income tax re
turns.8 The accounting firm was engaged
to prepare books for the client for the sole
purpose of determining gains and losses
sustained by her on sales of securities. The
firm used the wrong basis and determined
that its client had a large net capital gain
for the taxable year; it thereupon advised
the client to sell certain stocks at a loss
before the end of the year to offset this
profit. The plaintiff followed this advice
and, upon discovery of the accounting firm’s
6 O’Neill, et al., v. Atlas Automobile Finance
Corporation, 11 A. (2d) 782 (1940).
7 Smith, et al., v. London Assurance Corp., 96
NYS 820 (1905).
8 Rassieur v. Charles, et al., 188 SW (2d) 817
(1945).

error, brought suit for $15,000.00 damages
for alleged negligence of defendants.
The trial court entered a judgment of
dismissal, and the Supreme Court reversed
and remanded the decision, holding that the
plaintiff was entitled to recover the dif
ference between the sales price of the stocks
sold at a loss and the cost of replacing them
within a reasonable time after the expira
tion of the 30-day period necessary to have
elapsed before plaintiff would, by virtue of
the wash sale provisions of the Internal
Revenue Code (26 USCA 118), lose the tax
benefit of the loss. It should be noted that
in this case the defendants made no serious
contention that the petition failed to show
negligence or that they would not be liable
for the damages caused by their negligence.
The court held:
“Where plaintiff was wrongfully in
duced to sell stock to offset a supposed
taxable gain as a result of alleged negli
gence of public accountants in auditing
plaintiff’s books in connection with her
income tax returns, the loss of future
rights on selling stock at a loss to take
offsets against prospective capital gains
of some later year was too speculative
to be included as an element of dam
age.”

Third Parties and Certified Public
Accountants
A number of cases coming within this
classification might well be grouped sep
arately as suits brought by surety com
panies for damages sustained after audits
have been made by accounting firms, with
out discovering fraud, misappropriations,
or embezzlements, which misappropriations,
etc., resulted in losses which the surety com
panies were bound to indemnify.
In 1940, the United States District Court
for the Eastern District of Michigan,
Northern Division, held that the auditing
firm was liable in damages to sureties on
city treasurer’s bonds because of their re
sulting losses of sums paid the City of
Flint, in consequence of the city treasurer’s
fraud, misappropriations and embezzle
ments.9*“Specifications for audit” were pre
pared by the city and submitted to any cer
tified public accountant who cared to make
a bid for doing the work required. The
specifications provided for verifications of
cash balances, verification of disbursements
for legality of same, testing of cash counts
at irregular periods, and further that “any
other duties or procedures which ordinarily
9 Maryland Casualty Co. v. Cook, et al., 35 F.
Supp. 160 (1940).
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become a part of a complete audit, although
not specifically stated herein, shall be
deemed a part of these specifications”. De
fendants did not make an audit of delin
quent tax rolls and did not reconcile the
control account maintained by the treasurer
with that maintained in the office of the
finance director or with the tax rolls, even
though they made "complete monthly
audits” for a twelve-months period.
Here, the defendants sought to show that
they had performed the audits in accordance
with the specifications and could not, there
fore, be held liable for shortages occurring
after the alleged negligent performance of
the audit engagement. The court held that
accountants wishing construction of audit
ing engagements entered into by them in
technical terms of cash, balance sheet, or
detailed audits, should insist that the con
tracts and specifications plainly state the
facts in accountants’ technical language.
The court held also that sureties are sub
rogated pro tanto to the city’s right of
action against the certified public account
ants for negligence in auditing the city’s
books in consequence of which the trea
surer’s previous defalcations were not dis
covered and the treasurer was thereafter
left in a position to commit subsequent de
falcations.
In a New York Supreme Court, Appel
late Division, 1st Department case decided
in 1939, in which the facts were similar to
those in the case of Craig v. Anyon, supra,
(in which the negligence of the client was
pleaded as a defense) it was held that the
engagement for auditing and examining
the books of a stock brokerage firm required
exercise of reasonable skill and diligence in
making an actual determination of the cash
position of the client and not a mere arith
metical bookkeeping computation.10 Fur
ther, it was held that the negligence of the
client is a defense only when it has con
tributed to the accountant’s failure to per
form his contract and to report the truth.
Under the pleadings and facts of that case,
it was held that the following questions
were properly for the jury:
1. Whether accountants were negli
gent in failing to discover shortage of
cash in banks concealed by substitute
bank deposits and "kiting”;
2. Whether brokers were contribu
torily negligent in conducting business
so as to make possible the cashier’s de
falcations; and
3. Whether accountants were liable
for defalcations subsequent to their
10 National Surety Corporation v. Lybrand, et
al., 9 NYS (2d) 554 (1939).
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audits, depending upon whether such
losses could have reasonably been an
ticipated at the time they were engaged
in the performance of the work.
In 1934 the Supreme Court of Florida,
Division B, considered a suit brought by
the Columbia Casualty Company against a
public accounting firm for loss sustained
by reason of the alleged neglect of the firm.11
The firm had made annual audits for its
client for five years and had certified that
"all record cash receipts for the year under
review were traced directly into the bank,
deposits and disbursements through the
bank account were verified by an examina
tion of said checks, invoices, or other sup
porting data on file”. The facts disclosed
the firm’s bookkeeper had embezzled ap
proximately $40,000.00 during the five-year
period. The surety company had paid the
client on its bond and brought suit for sub
rogation to rights and claims of the client
against the firm for losses sustained on ac
count of the firm’s negligence.
The Supreme Court of Florida held that
the accounting firm negligently and falsely
represented the financial condition of the
business in each audit report. It said:
“Public accountants and auditors
hold themselves out to be skilled and
competent to perform the duties and
services which they undertake to per
form as accountants and auditors, and
they are bound in law to perform such
services in an accurate and skillful
manner. When accountants and audi
tors are employed for the purpose of
auditing books and accounts, they oc
cupy a relation of trust and confidence
to their employer based upon the su
perior knowledge of the business of ac
countancy and auditing possessed by
the auditors and accountants.”
and held that the surety on the fidelity bond,
upon payment of liability on the bond,
should be subrogated pro tanto to the
client’s rights against the accountants.
In some cases, creditors have sought to
recover damages from public accountants
alleging reliance on their statements and
reports and subsequent losses of monies
lent. The leading case involving a tort ac
tion by a creditor of the client for damages
suffered through misrepresentations is the
Ultramares case decided by the Court of
Appeals of New York in 1931.12 Early in
11Dantzler Lumber & Export Co., et al., v.
Columbia Casualty Co., 156 So. 116
(1934).
12 Ultramares Corporation v. George A.
Touche, et al., 255 NY 170, 174 NE 441
(1931).

1924, Stern & Co., Inc., a seller and im al.,13 and repeated the rule of the Ultra
porter of rubber, employed a firm of certi mares case that absent a contractual rela
fied public accountants to prepare and tionship, or its equivalent, accountants can
certify a balance sheet exhibiting the con not be held liable for ordinary negligence
dition of its business as of December 31, in preparing a certified balance sheet even
though they are aware it will be used to
1923.
The accounting firm delivered a number obtain credit. The court further held that
of certified copies of the statements to its accountants may be liable to third parties,
client, knowing that, in the usual course of even when there is lacking deliberate or
business, the balance sheet would be ex active fraud, e.g.: (1) representations cer
hibited by Stern to banks, creditors, stock tified as true to knowledge of accountants
holders, purchasers, or sellers, according, to when there is no knowledge, (2) opinion
the needs of the occasion, as the basis of based on grounds so “flimsy” as to lead to
financial dealings. The certified statement the conclusion that there was no genuine
showed assets in excess of liabilities of more belief in its truth, (3) refusal to see the
than $1,000,000.00 and contained a certifica obvious, or (4) failure to investigate the
tion that the “statement, in our opinion, doubtful, if sufficiently gross, may furnish
presents a true and correct view of the evidence leading to an inference of fraud
financial condition of Fred Stern & Co., Inc., so as to impose liability for loss suffered by
those who rely on the balance sheet.
as at December 31, 1923.”
In a dissenting opinion, Justice Lehman
Actually, the corporation was insolvent
and the books had been falsified so as to argued that defendants should not be held
set forth accounts receivable and other as liable for errors of judgment, or even for
sets which were later determined to be fic lack of care in arriving at their opinion,
titious. Plaintiffs made loans to the cor but should be held liable only if opinion
poration in 1924, after receiving a copy of was not only erroneously, but also fraudu
the certificate signed by the defendants, lently, expressed.
Another group of cases may be described
and in January 1925, Stern was declared a
as those brought by persons who have pur
bankrupt.
The action was brought by the Ultra chased stock of corporations and who allege
mares Corporation in two counts: (1) dam that the purchase was made in reliance on
certified statements and who seek to recover
ages sustained for misrepresentations that
losses
subsequently sustained.14
were negligent; and (2) damages sustained
In
the
O’Connor case, the Circuit Court
for misrepresentations charged to have been
of
Appeals
for the Second Circuit affirmed
fraudulent. It was held that the defendants
owed to their employer a duty to make a a verdict for the accounting firm, comment
certificate without fraud and a duty grow ing that public accountants, who prepared
ing out of the contract to make it with the a balance sheet purporting to show the
care and caution proper to their calling; financial condition of a corporation, the
and it was held that the services rendered balance sheet to be used by the corporation
were primarily for the benefit of Stern & in selling its preferred stock, would be liable
Co., a convenient instrumentality for use to investors relying on the balance sheet,
in the development of the business, and only if it were erroneous, only for fraud, and
incidentally or collaterally for the use of not for mistake, even if the mistake was
those to whom Stern might exhibit it there the result of negligence.
The complaint in the Landell case, de
after—further, “foresight of these possi
bilities may charge them with liability for cided in 1919, contained averments that
fraud, but the conclusion does not follow it the defendants were careless and negligent
will charge them with liability for negli in making their report and that plaintiff’s
stock purchases were valueless. The Su
gence.”
preme Court of Pennsylvania ruled that the
In arriving at its holding, the court statement of claim disclosed no cause of
pointed out that public accountants are action, because there were no contractual
public only in the sense that their services relations between plaintiff and defendants
are offered to any one who chooses to em
(Continued on page 14)
ploy them, and that this does not mean that
those who do not employ them are in the
13 State Street Trust Co. v. Ernst, et al., 278
same position as those who do.
NY 104, 15 NE (2d) 416 (1938).
In 1938, the Court of Appeals of New 14 O’Connor, et al., v. Ludlam, et al., 92 F. (2d)
50 (1937), cert. denied 58 S. Ct. 364, 302
York considered a similar suit in the mat
US 758, 82 L. ed. 585. Landell v. Lybrand,
ter of State Street, Trust Co. v. Ernst, et
et al., 264 Pa. 406, 107 A. 783 (1919).
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TAX NEWS
By TENNBE C. LEONARD, CPA, Memphis, Tenn.

It may be because of the unusually hot modern twist by the Commissioner of In
summer the nation has suffered with, but ternal Revenue who complains that certified
for some reason the Tax Court is apparently public accountants do not keep adequate
getting provoked with the Commissioner, records of their own businesses. He assessed
and the Circuit Courts wax sarcastic in re a deficiency and claimed the fraud penalty
versing the Tax Court.
in the case of Clarence S. Stewart, certified
In the case of Evansville Oil Corporation, public accountant, stressing the fact that
TC Memo Op., the converse of the Court although the taxpayer should have known
Holding Co., 324 U. S. 331, was contended better, he failed to keep complete, adequate
for by the Commissioner. The assets of the and accurate accounting records. The Tax
corporation were sold at a loss and the cor Court held (TC Memo Op. 8-14-53) that
poration liquidated. The Commissioner took such failure is a matter for which the
the position that the sale was not that of CPA is subject to censure, but fraud does
the corporation and asserted a fraud pen not embrace negligence and mistake, and
alty. The Tax Court held for the taxpayer is not the equivalent of negligence.
To the contrary, Spencer D. Lorton was
and added that the fraud charge appeared
a certified public accountant who had both
“somewhat ridiculous.”
In Foster G. Beamsley, 18 TC 988, the studied and taught courses in federal taxa
Tax Court decided that part of the price tion. His wife, who was actively associated
paid to Beasmley’s wife for the purchase with him in his work, and who allegedly
of her stock was in reality a commission, prepared his income tax return for 1944,
and was the income of Beamsley. In its de is a former deputy collector in the Bureau
cision reversing the Tax Court, the Seventh of Internal Revenue. The Court found (TC
Memo Op. 5-29-53) the taxpayer guilty of
Circuit said:
fraud,
and moralized that “. . . it is but a
“We think this is a fantastic theory,
short step from gross negligence to fraud,
‘As thin as the homeopathic soup that
and we are left with no doubt that the pe
was made by boiling the shadow of a
titioner has taken the step.”
pigeon that had been starved to death’
*
*
*
(a quotation credited to Abraham Lin
Two men and the wife of one of them,
coln).”
*
*
*
operated the San Marcos Shop, Inc. which
The Internal Revenue Service recently retailed women’s ready-to-wear apparel in
announced that 11,834,829 taxpayers called Jacksonville, Florida. The two men drew
on the Government for help in the prepara salaries of $4,000 while the woman received
tion of their tax returns during the last $5,200 plus 10% of the profits of the cor
filing period, at a cost to the Government poration before payment of the salaries
estimated at $6,693,995, or 57c per return. to the men. In an unreasonable salary case
We have no doubt that the service was the Tax Court found that the services ren
dered by the two men did not materially
worth 57c per return.
contribute
to the success of the business;
About the same time Internal Revenue
Commissioner T. Coleman Andrews sug the services rendered by the woman as
gested that teaching taxes in the nation’s manager were vital, and a significant factor
’s successful operation.
schools will free more revenue agents to in the corporation
*
*
*
trap tax cheats. Last year about half of the
Someone has remarked that America is
nation’s 30,000 secondary schools had regu
lar tax instruction courses. Having had truly a wonderful land—its taxpayers eat
some experience trying to explain the in oleomargarine that they can afford to pay
tricacies and pitfalls of a simple Form 1040 for butter to be shipped to the poor in
to classes of college seniors, we feel sure foreign lands. Another eccentricity we have
that experienced tax practitioners need not noted is that native Americans do not have
fear the competition of Bureau-instructed the special privileges in tax matters that
are enjoyed by the poor immigrant. J. B.
high school students.
Williams and his wife, Rosa, born in
*
*
*
Syria, reported incomes of from $2,600 to
The old adage about the shoemaker’s $8,300 per year while the Commissioner
children not having any shoes is given a found taxable incomes ranging from $11,600
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(Continued from page 13)
to $35,100 should have been reported. The
Tax Court was convinced, however, that
“Their failures are but errors of ignorance
and negligence by persons unschooled in
the rules of keeping business and tax re
cords.” Estate of J. B. Williams et al., TC
Memo Op. 7-15-53. Conf. Tsukasa Kiyono
(from Japan), TC Memo Op. 10-17-49.

(Continued from page 12)
and there was no averment that the report
was made with intent to deceive the plain
tiff.
Other Considerations
Certified public accountants have been
subjected to discipline by state boards of
(Continued on page 15)

(Continued from page 5)

(Continued from page 3)

the changing levels of prices make the
valuation of inventories especially impor
tant in the calculation of annual business
profits. Wide interest therefore attaches to
questions of inventory valuation. Since in
the mercantile field department stores dur
ing the past 35 years have pioneered in the
development of two significant and related
innovations in inventory valuation, namely,
the retail inventory method and the dollar
value version of Lifo, it seems appropriate
to devote a book to the examination of these
inventory valuation procedures.”

sity of Tulsa School of Law. She has been
admitted to the Oklahoma Bar, and holds
CPA certificates from Texas and Okla
homa. She conducts her own public account
ing practice in Tulsa. Miss Childs is secre
tary-treasurer of the Oklahoma Society of
CPA’s, and is a member of several other
professional societies in Law and Account
ing.
Secretary: Elizabeth Sterling, of At
lanta, Georgia, has previously served
AWSCPA as a director and chairman of its
Award Committee. She attended Oglethorpe
University, and holds a BCS degree in ac
counting from the University of Georgia.
She is a partner in the firm of Sterling and
Sterling, the other Sterling being her hus
band. Mrs. Sterling and her husband were
the first couple in the United States to pass
the CPA examination at the same time,
receive their certificates together, and prac
tice together. Mrs. Sterling is also Bulletin
Editor and Trustee of the Georgia So
ciety of Certified Public Accountants.
Treasurer: Elizabeth Smelker, of San
Francisco, California, has previously served
AWSCPA as a director during 1952-1953,
and as chairman of its legislation com
mittee. She received a BS in accounting
from Ohio State University, from which
she graduated with honors and distinction,
and is at present a senior staff member of
the firm of Barlow, Davis & Wood, certi
fied public accountants. She has been active
in the San Francisco chapter of ASWA,
and is a member of the California Society
of CPA’s, and of the American Institute
of Accountants.
Directors: Mary Noel Barron, of Carbon
dale, Illinois; Lee Ella Costello, of Hous
ton, Texas; Loraine T. Ealand, of Los An
geles, California; Mary McCann, of Kansas
City, Missouri; and Helen F. McGillicuddy,
of Chicago, Illinois (Ex-Officio).

CPA PROBLEMS AND QUESTIONS IN
THEORY AND AUDITING, by Jacob B.
Taylor and Hermann C. Miller. (McGraw
Hill Book Company, Inc., 330 West 42nd
Street, New York 36, N. Y., 634 pages,
price, $7.)
This fourth edition presents 233 fulllength C. P. A. problems which have all
been selected from the practical accounting
sections of the C. P. A. examinations. The
volume picks up from the previous edition
all material which was chosen chiefly from
the examinations given during May, 1939,
through November, 1949, and contains an
appendix presenting additional, recent prob
lems from the period of May, 1950 through
May, 1952. The book also contains 283 ques
tions on accounting theory, as well as 175
questions on auditing.
This book and the companion volume So
lutions to C. P. A. Problems are of great
value to candidates preparing for the
C. P. A. examinations. They are excellent,
also, for use in an advanced accounting
course to be offered after completion of
basic and intermediate courses.
The six parts of the book cover such
topics as Financial and Operating State
ment — Their Preparation, Revision, and
Analysis; Types of Organization; Mergers
and Consolidations; Theory Questions;
Auditing Questions; and a section on Spe
cial Problems.
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(Continued from page 14)
accountancy and by governmental agencies,
such as the Securities and Exchange Com
mission, for negligence in the performance
of their work. But the scope of this study
has been restricted to the liability of cer
tified public accountants to respond in dam
ages for negligence or for fraudulent rep
resentations.
It is interesting to note that courts have
made analogies of the profession of account
ing to other skilled professions and have

frequently quoted and followed the broad
rule stated by Cooley:15
“No man, whether skilled or un
skilled, undertakes that the task he
assumes shall be performed success
fully, without fault or error. He under
takes for good faith and integrity, not
infallibility, and he is liable to his em
ployer for negligence, bad faith, or dis
honesty, but not for losses consequent
upon mere errors of judgment.”
15 Cooley, Torts, 2d ed., p. 277.
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